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Following our usual practice, we have on file in our 
various offices, for the convenience of Members of the 


Bar, information relative to the interpretation of 
THE FEDERAL CORPORATION TAX LAW. 
We are prepared to assist in the preparation and 
filing of the 

FEDERAL CORPORATION TAX RETURNS 


and have on hand extra copies of the blank forms 


for making such returns. 





A HIGH COMPLIMENT TO THE CORPORATION LAW OF NEW 
JERSEY is paid by Attorney General Wickersham in his draft of 
the proposed Federal Corporation Law in that it embodies many of 
the provisions of the New Jersey Act. In other provisions, the 
draft as it now stands would make the proposed act a radical de- 
parture in corporation law. It provides for shares having no par 
value; filing with the Commissioner of Corporations a description 
of property for which stock is issued, and statement on each stock 
certificate as to whether the shares it represents were issued for cash 
or property. Stockholders would be made individually liable for 
debts due for wages to laborers, servants and officers to a greater 
extent than any state has attempted to impose on stockholders or 
corporations created under its laws. We are informed through 
our Federal Department that this draft will be amended in many 
respects before being presented to the Senate Committee. 


FURTHER DEVELOPMENTS REGARDING THE FEDERAL COR- 
PORATION TAX—The law continues to be criticised by various 
manufacturing and business associations and by individuals. The 
protest seems to be mainly against the publicity feature of the law 
and the requirement that report be made for the calendar year. On 
January 14th a meeting was held in Chicago attended by more than 
200 representatives of manufacturing and mercantile corporations 
throughout the country. Resolutions were adopted unqualifiedly 
endorsing the efforts being made for the absolute repeal of the act 
and that pending the repeal Congress be requested to immediately 
abolish the publicity feature of the law. The members pledged 
themselves to exercise their utmost endeavor to secure the co-opera- 
tion of other bodies and interests towards such repeal. A commit- 
tee of eleven was appointed by the chairman to carry out the spirit 
of the resolutions adopted and to test the constitutionality of the 
law if deemed advisable. Hugh A. Bayne, of the New York Bar, 
is the author of an article appearing in a recent number of the 
Outlook defending the law and replying to a previous article by 
Charles W. Pierson. Mr. Bayne is a member of the firm to which 
Attorney General Wickersham belonged immediately before his ap- 
pointment. Application has been made to Attorney General Wick- 
ersham to permit a test case through an injunction by stockholders 
against officers of certain Chicago National Banks to enjoin them 
from paying the tax. It is stated that the Department of Justice 
is more than willing to expedite any case of a meritorious nature 
which would decide the matter finally; it would hasten it to the 
Supreme Court as fast as possible and would endeavor to have it 
settled by June Ist, when the tax becomes collectible. A report 
from Cleveland, Ohio, states that a suit to test the law was begun 
in the United States Circuit Court at that city on January 10th 
by Louis W. Jared, of Chicago, suing as a stockholder in the 
Ametican Multigraph Company, a $5,000,000 corporation, pray- 
ing that the company be enjoined from paying the tax to the In- 
ternal Revenue Department. On January 15th a suit was com- 
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menced at Chicago, in the United States Circuit Court by Fred 
W. Smith, a stockholder in the Northern Trust Company, to re- 
strain the directors from paying the tax. Three days later a suit 
was commenced in Vermont, and the day following a suit was com- 
menced against the Boston Wharf Company in Boston. The case 
started in Vermont was rushed through the lower court and is now 
pending before the Supreme Court of the United States. At present, 
indications point to the commencement of a number of suits and it 
is not unlikely that a combined move will be made by many corpo- 
rations to test the law. The large insurance companies, with 
headquarters in New York, it is reported, would be very glad to 
join in any general agreement for such a test. Mortimer F. Elliott, 
general counsel for the Standard Oil Company, is reported to have 
said that the only logical plan to pursue is to pay the tax under pro- 
test and sue the Collector of Internal Revenue for its recovery. 
The newspapers report a small number of corporations changing 
from corporate to partnership form in order to avoid the tax, among 
them being the Swan, Eckhart Milling Company and the Spencer 
Kellogg Co., of Buffalo. There seems, however, to be no general 
trend in this direction. On December 14th a Congressman from 
New York introduced a bill to- repeal the law, but we are advised 
through our Federal Department that Congress will take no action 
in ‘this respect during the present session. Two days after the 
Regulations of the Treasury Department were issued dispatches 
from Washington stated that they did not meet with the approval 
of the Department of Justice and might be withdrawn or modified 
to meet the objections raised by some of the ablest lawyers in the 
Administration and in the Congress. A prominent U. S. Senator 
has stated that the regulations are clearly invalid and contrary to the 
law. The Commissioner of Internal Revenue, however, has denied 
that the regulations will be modified, but supplemental regulations 
in further explanation of the difficult question of inventories were 
issued on January 7th and are as follows: 


TREASURY DEPARTMENT, 
OFFICE OF COMMISSIONER INTERNAL REVENUE, 
WasurnctTon, D. C., January 4, 1910. 
To collectors of internal revenue and others interested: 


Many inquiries have been made at this office concerning the 
requirements of section 38, act of August 5, 1909, levying an excise 
tax of 1 per cent. of the total net income over $5,000 of corpora- 
tions, as to the time that must be covered by the returns of such 
corporations. 


In order that the position of this office may be known to all 
interested in this subject, attention is invited to the language of 
the act bearing on this point. Subdivision 3 reads, in part, as fol- 
lows: 


* * * and said tax shall be computed upon the remainder of said net 


income of such corporation, joint stock company or association, or insurance 
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company, for the year ending December thirty-first, nineteen hundred and 
nine, and for each calendar year thereafter. 

From this it will be seen that the law fixes the calendar year as 
the period to be covered by these returns, and no one is vested 
with discretionary power to change it. 


Many inquiries have been submitted as to the manner of arriving 
at an inventory January 1, 1909, when none was taken on that date 
and where the fiscal year of the corporation ends with a date other 
than December 31. 


In article 5 of Regulations No. 31 it is stated that an inventory 
or its equivalent of materials, supplies, and merchandise on hand for 
use or sale at the close of each calendar year is essential in the case 
of certain corporations in order to determine the gross income, and 
in case of other corporations to determine their expenses of 
operation. Where such inventory or its equivalent was not taken at 
the close of the year 1908, a supplemental statement showing such 
inventory approximately must be submitted with the return on the 
regular form. Such supplemental statement shall be verified under 
oath, etc. 

Under the statute no return for a period other than the calendar 
year can be accepted. The primary object to be kept in view is the 
preparation of a statement or return which shall correctly set forth 
the net income taxable under the law. If this can be accomplished 
without the necessity of an inventory, either at the beginning or the 
close of the calendar year, actual inventories are not necessary. [f, 
however, a statement such as may be verified by oath of the officers 
of the corporation, showing the net taxable income, can not be made 
without an inventory, then the same is necessarily required. 

It is believed that corporations whose business is of sufficient 
volume to produce a taxable income under this law would ordi- 
narily keep such books as would enable them to arrive at a book 
inventory, or what might be termed the “equivalent” of an inven- 
tory, for the period between the Ist of January and the end of their 
fiscal years. While the office is unable to set forth any rule in 
this connection for arriving at inventories or their equivalents, the 
corporations will readily see the necessity of resorting to the best 
means at their hands to show in their sworn returns their net taxable 
income. 

Roya E. CaBeLt, Commissioner. 


THE INCOME FROM UNITED STATES BONDS, according to a 
later regulation, is subject to the Federal Corporation Tax, This 
regulation reads as follows: 

“Treasury Department, 
“Office of Commissioner of Internal Revenue, 
“Washington, D. C., January 18, 1910. 


“In view of the fact that the tax imposed by Section 38 of the 
act of August 5, 1909, is not upon the property or income of corpo- 








rations, joint stock companies, etc., but is a special excise tax to be 
measured by the annual net income of such corporations, etc., it is 
held, conformably to the opinion of the Honorable Attorney-Gen- 
eral, to whom the question has been submitted— 

“That in computing the amount of the gross income corporations 
owning United States bonds should include the interest received 
thereon, and that such interest should not be deducted from the 
gross income for the purpose of ascertaining the net income, which 
serves as a basis for computing the amount of taxes to be paid. 


“RoyaL E. Canetti, Commissioner. 
“Approved : 


“CHARLES D. HILLEs, 
“Acting Secretary of the Treasury.” 


TEN LEGISLATURES HAVE CONVENED IN REGULAR SESSION, 
and in two states special sessions are now being held. In all, 
twenty state legislatures will meet during the year 1910. The Gov- 
ernors of New York, Massachusetts, South Carolina, Virginia and 
Kentucky make no specific recommendation regarding corporations. 
Governor Pothier of Rhode Island recommends state supervision 
over the operations of investing, security, real estate and co-opera- 
tive companies and believes that they should be subject to the same 
scrutiny as building and loan associations. He also recommends 
that every foreign corporation be required to file a copy of its char- 
ter in the office of the Secretary of State, in addition to designat- 
ing a resident attorney to accept service of process; and further that 
all business corporations shall file annual reports in some simple 
form with the state authorities. Governor Harmon of Ohio recom- 
mends a change in the tax laws so that corporations and other large 
concerns will be required to pay more nearly a fair share of the 
expenses of government. Governor Noel of Mississippi makes the 
same recommendation and refers particularly to railroads, telegraph 
and telephone companies and other large corporations, which he 
says at present do not pay their share of taxes. Governor Crothers 
of Maryland advocates the establishment of a public utilities com- 
mission, while Governor Fort of New Jersey repeats the recom- 
mendations contained in his last message regarding the establish- 


ment of a Department of Corporations and a public utilities com- 
mission. 


GOVERNOR FORT OF NEW JERSEY, touching upon the question 
of government regulation and control of corporations in an address 
on “State Regulation of Railroads” to the Traffic Club of New 
York on January 15th, said in part: “The problem is not to rid 
ourselves of corporate organizations, but what lines to fix as the 
limit of their power and what regulation by the nation, or state, 
or both, is essential and proper. * * * Business can not get 
on without the corporation, and it can not get on unless its rela- 
tions with the -state are clearly defined. We must find some ground 
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of mutual advantage.” Governor Fort said that he did not be- 
lieve the solution lay in government ownership, or in the state 
undertaking to manage or control a corporate business. The di- 
rectors should control and should be responsible to the courts and 
not to any board or committee set up by the state. Concerning the 
suggestion of President Taft that state authority shall be excluded 
over interstate railroads, Governor Fort said that his state does not 
care to lose any of its corporations, but he declared “if to solidify 
and strengthen the Republic and promote the legitimate growth and 
development of the industrial interests of this nation federal in- 
corporation seems essential, I shall not be found against the broad- 
ening of national powers on any theory of state lines or bound- 
aries.” This sounds like a broad-minded statement of granting a 
reasonable concession of state rights to the federal government for 
the greater good of the nation as a whole. 


THE FOREIGN CORPORATION LAW OF ILLINOIS provides, 
among other things, that a foreign corporation shall not “exercise 
any of its corporate powers” in the state before complying with the 
law. The construction placed on these words in a recent decision 
(Frank Simpson Fruit Company vs. The Atchison, Topeka and 
Santa Fe Railway Company, Appellate Court, decided December 
23, 1909) will apparently make it necessary for ‘foreign corpora- 
tions doing only an interstate business in Illinois to comply with 
the law before commencing suits in the courts of that state. 


SPECIAL NOTICE TO OFFICERS OF CORPORATIONS—Failure 
to receive blanks for making the Federal Tax Return will not ex- 
cuse the corporation from making such return. All returns are 
required by law to be filed on or before March Ist, 1910. 





AT THE MOMENT OF GOING TO PRESS we are advised by our 
Washington correspondent that on account of the numerous protests 
which have been received a plan to postpone beyond March Ist the 
time in which to make Federal Corporation Tax Reports is receiving 
consideration by the Administretion at Washington. 
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